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Reduced  egg  supplies  and  a  vig- 
v^orous  growth  in  demand  for  high- 
protein     foods     have  boosted  egg 
«  prices  in  recent  months  to  the  high- 
est levels  in  recent  years.  Prices  to 
'producers  in  mid-March  averaged 
41.6  cents  per  dozen,   10.9  cents 
'above  a  year  earlier  and  the  high- 
est for  the  month  since  1953.  Jan- 
uary-February egg  supplies  in  com- 
,mercial  markets  were  much  below  a 
year  earlier  as  a  result  of  smaller 
*egg   production,   increased  use  of 
_eggs  by  hatcheries,  larger  military 
procurement,  and  shipments  abroad 


EGG  PRICES  RECEIVED  BY  PRODUCERS 


<  PER  DOZEN 

45 
40 
35 
30 
25 


1956-59  av 


— " —  .T...^  -V — h^..-;*^^' 

 V-   


1964-65 


OCT. 


JAN. 


APR. 


JULY 


U    S.    l/EP/RTU  CNT  OF    AG  Rl  r  VLTl  ]  R  E 


NEC.   ERS  4362  -  66  (  3  )       ECONOMIC    RESEARCH  SERVICE 


IN  THIS  ISSUE 

Fresh  Egg  Futures 

Producer  Prices  Highest  in 
Recent  Years 

Flock  Replacement  Hatch  Up  Sharply 

Poultry  Output  Continues  to  Expand 


Published  5  times  a  year 

ECONOMIC  RESEARCH  SERVICE  •  U.  S.  DEPARTMENT  OF  AGRICULTURE 


PES-2U1 


-  3  - 


APRIL  1966 


THE    POULTRY    AND    EGG  SITUATION 


Approved  by  the  Outlook  and  Situation  Board,  April  6,  I966 


CONTENTS 

Page 


Summary   3 

Situation  and  Outlook    5 

Some  Recovery  in  Egg  Output  Expected  Soon    5 

Egg  Prices  at  Highest  Levels  in  Recent  Years    5 

Broiler  Production  Continues  to  Expand  Rapidly    8 

Rising  Pork  Supplies  May  Arrest  Uptrend  in  Broiler  Prices    8 

Turkey  Crop  Likely  to  be  Up  at  Least  a  Tenth  in  I966    9 

Strong  Turkey  Price  Likely  Through  Midyear    10 

Composition  of  Turkey  Stocks  Reflect  Trend  Toward  Further  Processing.  10 

Exports  of  Poultry  and  Eggs  Increased  in  Recent  Months    10 

Corn  Prices  Expected  to  Average  Lower  Through  Summer;  Outlook 

for  Soybean  Meal  Less  Certain    12 

Futures  Trading  in  Fresh  Eggs    15 

List  of  Tables    39 


SUMMARY 

Expanding  domestic  demand,  military  procurement,  and  exports  have  domin- 
ated the  poultry  and  egg  situation  in  recent  months.     Consumer  purchasing  power 
has  been  surging  upward,  with  the  vigorous  expansion  in  demand,  output  and 
employment.    Unemployment  fell  to  under  h  percent  of  the  labor  force,  the  lowest 
since  November  1953.     In  addition,  pork  supplies  have  been  relatively  light 
since  the  beginning  of  19^5 .    These  developments  have  added  substantially  to 
demand  and  price  strength  for  poultry  and  eggs  as  well  as  for  many  other  high- 
protein  foods.     Hi^er  prices,  in  turn,  have  been  encouraging  poultry  and  egg 
producers  to  expand  output.    Demand  is  expected  to  rise  further  in  coming  months, 
but  increasing  poultry  and  egg  supplies  after  midyear  probably  will  face  stiff- 
ening competition  from  rising  pork  production.    Consequently,  prices  for  poultry 
and  eggs  are  expected  to  decline  later  this  year  from  current  and  year-earlier 
levels . 

Federally  inspected  slaughter  of  young  chickens  this  year  through  March  30 
ran  8  percent  above  a  year  earlier.    And,  based  on  hatchery  activity  in  23 
States,  broiler  output  in  the  second  quarter  also  will  be  up  by  about  a  tenth 
from  April-June  I965.    The  Nation's  broiler  hatching  egg  supply  flock  is  likely 
to  be  large  enough  to  at  least  sustain  the  current  rate  of  expansion  over  I965 
throughout  the  year. 
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The  U.  S.  broiler  price  in  March  averaged  17.^  cents  a  pound  compared 
with  16.2  cents  in  February  and  I5.6  cents  in  March  I965.    Even  with  large  pro- 
duction, broiler  prices  through  early  summer  likely  will  continue  to  be  well 
maintained.     Later  in  the  year,  as  the  increase  in  pork  and  egg  production 
gathers  momentum  and  marketings  from  a  larger  turkey  crop  approach  the  seasonal 
peak,  broiler  prices  probably  will  drop  below  a  year  earlier.     Competition  from 
other  high-protein  foods  is  likely  to  become  even  more  intense  in  early  196?- 

Turkey  producers  are  likely  to  exceed  their  January  intentions  and  raise 
at  least  10  percent  more  birds  than  the  10U.7  million  in  1966.    Much  of  the  in- 
crease is  being  marketed  during  the  early  part  of  this  year  when  pork  supplies 
are  still  short.      Nevertheless,  cold  storage  holdings  for  the  holiday  period 
are  likely  to  build  up  more  rapidly  than  in  19^5 •     Turkey  stocks  on  March  1 
totaled  155  million  pounds  compared  with  I67  million  a  year  earlier. 

Turkey  prices  to  producers  in  March  averaged  2U.7  cents  per  pound,  up 
from  22.6  cents  in  March  19^5 .    Average  prices  for  turkeys,  as  for  broilers,  are 
likely  to  continue  slightly  above  the  I965  level  in  the  second  quarter.     In  the 
second  half,  when  cold  storage  holdings  are  rising,  turkey  prices  will  reflect 
larger  canpeting  red  meat  supplies  expected  during  Thanksgiving  and  Christmas. 
Turkey  prices  probably  will  decline  after  midyear  as  they  did  last  year.     In  the 
main  marketing  months  of  September-December,  they  are  expected  to  average  below 
the  22.2  cents  of  that  period  last  year. 

Egg  production  in  January-February  totaled  28.7  million  cases,  down  2 
percent  from  a  year  earlier.    The  decline  stemmed  mostly  from  a  reduced  rate  of 
lay  caused  by  the  impact  of  severe  winter  weather  on  a  national  laying  flock 
with  a  relatively  large  number  of  hens.    On  March  1,  there  were  298  million 
layers  on  farms  compared  with  299  million  on  March  1,  I965.    Despite  some  ex- 
pected recovery  in  the  rate  of  lay,  greater  liquidation  of  older  layers  is 
expected  to  keep  egg  production  below  the  I965  level  over  the  next  2  or  3  months. 

Producers,  in  response  to  the  favorable  egg-feed  price  relationships  this 
past  fall  and  winter,  are  now  taking  steps  to  increase  egg  production.  Replace- 
ment pullet  chicks  hatched  in  January-February  numbered  U5  million,  up  from  39 
million  a  year  earlier.    And  eggs  in  incubators  on  March  1  for  egg- type  chicks 
were  up  ih  percent.    The  influx  of  new  pullets  into  laying  flocks  after  midyear 
is  expected  to  at  first  raise  the  rate  of  lay  and  then  later  the  number  of 
layers.    Egg  production  is  likely  to  be  back  to  year-earlier  levels  by  the  third 
quarter  and  significantly  above  in  the  fourth  quarter 

Egg  prices  to  producers  in  March  averaged  hi. 6  cents  per  dozen,  up  10. 9 
cents  from  March  I965  and  the  highest  level  for  the  month  since  1953.  Higher 
prices  have  resulted  from  a  strong  demand  and  from  reduced  egg  supplies.  Sup- 
plies available  to  civilians  for  food  in  recent  months  have  been  down  more  than 
production  because  more  eggs  have  been  used  for  hatching  and  because  military 
procurement,  egg  exports  and  shipments  to  U.  S,  Territories  have  been  greater. 
Prices  are  expected  to  decline  in  the  second  quarter  in  the  face  of  seasonally 
large  production  but  for  the  period  as  a  whole  are  likely  to  average  above  the 
30.7  cents  per  dozen  in  April-June  I965.    The  resimiption  in  the  uptrend  in  egg 
production  after  midyear  is  expected  to  dampen  the  usual  seasonal  rise  in  egg 
prices  in  the  second  half.    Fourth  quarter  prices  this  year  are  likely  to  aver- 
age below  the  38.5  cents  of  October-December  19^5 . 
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SITUATION  AND  OUTLOOK 

Some  Recovery  in  Egg 
Output  Expected  Soon 

Egg  production  in  January-February  totaled  28.7  million  cases,  down  2 
percent  frOTi  a  year  earlier,  but  civilian  per  capita  supplies  were  down  about 
5  percent.    Since  layer  numbers  were  down  only  1  percent,  much  of  the  decline 
resulted  from  a  lower  rate  of  lay.    The  reduced  rate  was  caused  by  severe  winter 
weather.    The  Nation's  flock  early  this  year  was  more  vulnerable  than  usual  to 
bad  weather  because  it  contained  a  larger  proportion  of  older  birds.    Hens,  on 
January  1,  made  up  U6  percent  of  the  total  layers,  up  from  U3  percent  a  year 
earlier. 

On  March  1,  the  Nation's  laying  flock  contained  298  million  layers,  down 
only  1  million  from  a  year  earlier  despite  the  7-percent  reduction  in  flock  re- 
placement chickens  raised  in  19^5 .    Producers  have  held  older  flocks  in  produc- 
tion longer  to  offset  the  fewer  replacements  in  response  to  higher  egg  prices 
in  recent  months.    However,  as  egg  prices  dip  seasonally  in  the  second  quarter, 
many  of  the  older  birds  likely  will  be  marketed,  causing  total  layer  numbers  to 
average  below  the  corresponding  I965  period.    Though  rate  of  lay  is  expected  to 
about  recover  to  trend,  the  increase  will  not  be  enough  to  offset  this  flock 
reduction,  with  the  result  that  egg  production  will  continue  below  last  year's 
level  through  midyear. 

After  midyear,  however,  egg  production  probably  will  rise  above  the  I965 
level.    Increased  hatchings  of  replacement  chicks  in  recent  months  point  to  a 
larger  national  laying  flock  than  a  year  earlier  by  early  fall.    In  January- 
February,       million  replacement  pullets  were  hatched,  compared  with  39  million 
in  the  first  2  months  last  year.    Eggs  in  incubators  for  egg- type  chicks  on 
March  1  were  up  ih  percent  frcwi  a  year  earlier.    Eggs  set  for  egg-type  chicks 
in  5  States  in  the  3  weeks  ended  March  26  were  up  ih  percent.    Hatchery  activity 
is  expected  to  continue  running  higher  over  the  next  several  months,  but  by  a 
somewhat  smaller  percentage  than  in  the  first  quarter. 

As  pullets  enter  laying  flocks  in  large  numbers  after  midyear,  the  rate 
of  lay  probably  will  resume  its  year-to-year  uptrend,  with  most  of  the  gain 
occurring  in  the  fourth  quarter.    This,  together  with  expansion  in  laying  flocks 
after  midyear,  suggests  that  egg  production  may  be  back  to  about  the  I965  level 
by  the  third  quarter  and  may  be  significantly  higher  in  the  fourth  quarter. 

The  recent  sharp  upsurge  in  chick  hatchings  has  come  about  because  of  a 
substantial  improvement  for  producers  in  egg- feed  price  relationships.  Monthly 
egg-feed  price  ratios  in  September  1965-March  1966  averaged  11.3  pounds  or  18 
percent  above  that  7-nionth  period  of  J.96U-65.    Ratios  are  expected  to  continue 
above  a  year  earlier  at  least  throigh  early  summer. 

Egg  Prices  at  Highest 
Levels  in  Recent  Years 


Egg  prices  to  U,  S.  producers  since  last  September  have  been  at  the 
highest  levels  in  recent  years.    Prices  during  October-December  19^5  averaged 


PES-2i+l 


-  6  - 


APRIL  1966 


38.5  cents  per  dozen,  k.6  cents  above  a  year  earlier  and  the  highest  for  the 
period  since  1960.    First  quarter  1966  prices,  at  ko.l  cents  per  dozen,  aver- 
aged 9.h  cents  above  the  depressed  prices  of  a  year  earlier  and  were  the  highest 
for  January-March  in  the  past  decade.     In  March,  prices  averaged  hi. 6  cents  per 
dozen  compared  with  U1.3  cents  in  February  and  30.7  cents  in  March  I965.  Price 
quotations  at  major  markets  east  of  the  Rockies  on  April  5  were  down  from  mid- 
March  mostly  by  2  to  3  cents  per  dozen  for  large  eggs  and  3  to  U  cents  for 
mediums.    On  the  Pacific  Coast,  prices  advanced  about  5  cents  per  dozen  between 
March  15  and  April  5.    Prices  in  all  regions  were  well  above  a  year  earlier  in 
early  April.     Demand  by  distributors  for  eggs  for  Easter  is  now  largely  satis- 
fied.   Easter  fell  on  April  10,  a  week  earlier  than  in  I965. 

The  egg  price  strength,  especially  since  the  beginning  of  the  year,  can 
be  largely  attributed  to  smaller  egg  supplies.  However,  part  of  the  strength 
resulted  from  the  strong  demand  and  relatively  high  prices  for  all  high-protein 
foods.     Per  capita  supplies  of  eggs  available  to  civilians  for  food  were  down 
3  percent  from  a  year  earlier  during  October-December  I965  because  of  smaller 
egg  production,  greater  use  of  eggs  by  hatcheries,  larger  exports,  greater 
military  procurement,  and  an  increasing  population.      Data  for  Janu- 
ary and  February  indicate  an  additional  tightening  of  per  capita  supplies — 
probably  down  about  5  percent  from  the  January-February  I965  level.     (See  table 
1  on  page  7. ) 

Shrinking  supplies  in  the  face  of  the  strong  demand  has  brought  about  a 
sharp  reduction  in  cold  storage  holdings.     On  March  1,  I966,  the  equivalent  of 
7^1,000  cases  of  eggs  were  in  storage,  mostly  in  frozen  form,  compared  with 
lj375)000  cases  a  year  earlier.     The  March  1  stocks  were  the  smallest  since 
1925.    Some  637,000  cases  of  eggs  moved  out  of  storage  in  the  first  2  months 
of  1966,  an  amount  equal  to  about  2  percent  of  concurrent  production  and  the 
largest  out-movement  for  the  period  since  I963. 

Egg  production  has  been  rising  seasonally  since  last  fall  and  is  now  near 
the  peak  for  the  year      February  production,  on  a  daily  average  basis,  was  up 
1  percent  from  January  and  up  h  percent  from  the  seasonal  low  of  last  September. 
Production  probably  will  continue  about  U  to  5  percent  above  the  February  rate 
through  June.    Egg  prices  are  expected  to  move  to  lower  levels  from  now  until 
midyear  as  production  exceeds  consumption.    Commercial  egg  breakers,  main  out- 
let for  the  seasonal  egg  surplus,  are  likely  to  pursue  a  wait-and-see  procure- 
ment policy  this  spring.    With  the  prospect  for  expanded  egg  production  later 
this  year,  they  will  be  reluctant  to  accumulate  stocks  this  spring  except  at 
prices  much  below  current  levels.    Nevertheless,  egg  prices  to  U.  S.  producers 
in  the  second  quarter  probably  will  average  above  the  30.7  cents  per  dozen  re- 
ceived in  April-June  I965.    Compared  with  last  year,  egg  breakers  are  likely 
to  stretch  out  purchases  by  buying  fewer  eggs  in  the  spring  and  more  in  the 
sianmer  and  fall.    Even  so,  egg  prices  after  declining  seasonally,  are  not  likely 
to  rise  much  if  any  above  last  summer's  level  and  in  the  fall  and  winter  prob- 
ably will  average  much  below  a  year  earlier.    For  I966  as  a  whole,  however,  egg 
prices  are  expected  to  average  appreciably  higher  than  in  19^5 . 
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Table    1. — Egg  supplies  available  to  civilians  for  food, 
Oct. -Dec.  I96I1-65  and  Jan. -Feb.  I965-66 


■  196U-65 

Item 

:  Unit 

;         Oct. -Dec. 

Jan . -Feb . 

:  Reported 

:  Reported 

Beginning  stocks 
Farm  production 
Imports 

Exports  and  shipments 
Military  procurement 
Eggs  used  for  hatching 
Ending  stocks 

civilians  for  food: 

Per  capita 

:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 

:  No. 

:  [O.x 
:  1,316.8 
:  .U 
:  7.6 
:  17.6 
!  69.6 
!  U6.0 

!  1,300.5 

82.0 

HD  .  U 
881.9 

.2 
l+.l 
12.1 
55.3 
1+1.2 

856.6 
53.8 

Civilian  population 

:     Mil.  : 

:            190. 4 

191.0 

1965-66 

Oct . -Dec . 

Jan. -Feb. 

Change 

Reported  :  ^ 
.  year 

!  earlier 

.  Change 

:  Reported  :  ^^^^  ^ 
,                  .  year 

.  earlier 

Beginning  stocks 
Farm  production 
Imports 

Exports  and  shipments 
Military  procurement 
Eggs  used  for  hatching 
Ending  stocks 
Supplies  available  to 
civilians  for  food: 

Total  ; 

Per  capita  < 

:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 
:  Mil.  doz. 

;  Mil.  doz,  < 
!        No.  ; 

:       81. U 
:  1,320.1 
:  .1 
:  11.1+ 
:  30.6 
:  78.5 
:  1+1.3 

•  1,281.1 
:  79.8 

3.3 
3.3 
-.3 
3.8 

13.0 
8.9 
-1+.7 

■19.^ 
-2.2 

1+1.3  -U.7 
860.8  -21.1 

1.0  .8 

6.1  2.0 
15.1*  3.3 

61.1  5.8 

22.2  -19.0 

820.5  -36.1 
51.0  -2.8 

Civilian  population  : 

Mil.  : 

192.7 

2.3 

193.1  2.1 
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Broiler  Production  Continues 
To  Expand  Rapidly 

Federally  inspected  slaughter  of  young  chickens  between  December  30  and 
March  30  ran  8    percent  above  a  year  earlier,  a  somewhat  smaller  increase  than 
could  have  been  estimated  from  previous  placements  of  broiler  chicks.  Slaughter 
has  been  expanding  rapidly  since  mid-1965.     Supplies  are  expected  to  continue 
much  larger  than  in  I965  for  several  more  months.    Hatchery  activity  in  23 
States  in  the  13  weeks  ended  April  2  indicates  that  broiler  marketings  in  the 
second  quarter  will  exceed  the  year-earlier  level  by  about  a  tenth.  Prospective 
output  would  have  been  even  greater  except  for  the  impact  of  severe  winter 
weather  which  limited  egg  settings  and  hatchability  from  late  January  through 
early  March. 

Production  is  expected  to  continue  above  19^5  during  the  second  half  of 
the  year.     The  broiler  industry  appears  to  be  in  a  position  to  maintain  or  even 
exceed  its  recent  rate  of  increase.     Placements  of  pullet  chicks  by  leading 
breeders  for  hatchery  supply  flocks  in  recent  months  indicate  that  the  number 
of  broiler  breeders  will  continue  about  a  tenth  larger  than  a  year  ago  through 
September.    Broiler  prices  at  least  through  midyear  are  likely  to  be  high  enough 
to  sustain  interest  in  expansion.    During  this  period,  ingredient  prices  used  in 
broiler  feed  are  expected  to  average  below  a  year  earlier.    However,  a  number 
of  factors  may  have  tempered  plans  for  production  expansion  late  in  the  second 
half.    These  include  the  prospect  of  a  dampening  of  the  demand  for  broilers  late 
this  year  as  a  res  GLt  of  increasing  supplies  and  lower  prices  for  red  meats  and 
turkey,  and  a  shortage  of  labor  in  processing.    Most  broiler  firms  have  already 
committed  resources  for  second  half  production  and  have  only  a  little  leeway 
for  downward  adjustment  during  this  period.    The  current  outlook  calls  for  cau- 
tion in  production  planning  for  the  first  half  of  I967. 


Rising  Pork  Supplies  May  Arrest 
Uptrend  in  Broiler  Prices 

U.  S.  broiler  prices  have  been  rising  relative  to  a  year  earlier  for  21 
months — since  June  196k.     In  the  12  months  through  March,  farm  prices  averaged 
15.5  cents  per  pound,  1.1  cents  above  the  preceding  12-month  period.    In  March, 
at  17 .k  cents  per  pound,  the  fam  broiler  price  was  up  1.2  cents  from  February 
and  1.8  cents  from  March  I965.    The  average  price  for  ready-to-cook  broilers  in 
trucklots  for  delivery  to  New  York  in  the  week  beginning  April  h  was   quoted  at 
27.8  to  28. U  cents  per  pound  compared  with  30.7  cents  a  month  earlier  and  27.6 
cents  a  year  earlier. 

The  advance  in  broiler  prices,  particularly  since  early  1965,  has  stemmed 
mainly  from  decreasing  supplies  of  competing  foods — especially  pork,  and  from  a 
rising  demand  for  high-protein  foods.    Rising  consimier  incomes  and  higher  em- 
ployment have  expanded  the  demand  for  food.     In  addition,  larger  exports  and 
shipments  to  U.  S.  Territories  and  larger  military  procurement  have  tended  to 
tighten  supplies  available  for  U.  S.  domestic  civilian  use. 
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Demand  for  high-protein  foods  is  likely  to  rise  in  coming  months.  How- 
ever, after  midyear  larger  broiler  supplies  vill  have  to  face  greater  competi- 
tion from  rising  supplies  of  pork,  turkeys  and  eggs.     If  broiler  production 
continues  well  above  a  year  ago,  prices  to  producers  this  fall  and  winter  would 
average  below  a  year  earlier. 

The  Dec ember -February  pig  crop  for  10  Corn  Belt  States  was  up  7  percent 
from  a  year  earlier.    Most  of  these  pigs  will  be  marketed  in  the  third  quarter. 
Even  with  greater  retention  of  gilts  for  breeding,  JxLly-September  marketings  in 
10  major-producing  States  likely  will  be  up  about  2  to  U  percent.     Sows  bred 
and  intended  for  farrowing  in  the  same  States  during  the  March-May  quarter  were 
up  9  percent  from  a  year  earlier.     If  the  uptrend  in  litter  size  continues,  as 
expected,  marketings  from  this  crop  in  the  fourth  quarter  may  be  up  about  a 
tenth.    Corn  Belt  producers  also  intended  to  increase  farrowings  8  percent  in 
June-August — source  of  first  quarter  I967  marketings. 

Turkey  Crop  Likely  To  Be  Ifo 


Turkey  producers  are  expected  to  exceed  their  January  intentions  to 
raise  7  percent  more  birds  this  year.     It  now  looks  as  if  the  I966  crop  will 
be  up  from  10^.7  million  birds  raised  in  19^5  by  at  least  10  percent.  This 
woiild  mean  a  record  large  crop.     Turkeys  produced  and  marketed  in  I966  will 
come  mostly  from  poults  hatched  during  September  1965-August  I966.    In  the 
first  half  of  this  period  (through  February),  hatcheries  turned  out  25.5  mil- 
lion poults,  up  36  percent  from  the  I8.8  million  a  year  earlier.     On  March  1, 
eggs  in  incubators  for  hatchings  during  the  month  were  up  percent. 

Owners  of  turkey  breeder  hens,  responding  to  the  outlook  for  higher  tur- 
key prices  for  early  I966,  built  up  their  flocks  last  fall  and  winter  and 
carried  over  8  percent  more  breeder  hens  into  I966  than  into  I965.    The  October 
intentions  report  indicated  plans  to  carry  over  only  5  percent  more.  The 
January  1  breeder  hen  inventory  totaled  h.l  million  birds.    The  early  flocks 
provided  the  eggs  for  the  large  increase  in  poult  hatchings  in  recent  months. 
Many  of  these  early  flocks  have  now  completed  their  production  period.  This, 
together  with  the  prospect  for  lower  turkey  prices  this  fall,  probably  will 
hold  the  expansion  in  turkey  hatchery  activity  to  around  5  percent  in  the  re- 
mainder of  the  hatching  season,  April-August.    This  would  keep  the  crop  about 
in  line  with  the  recommendations  in  the  Department's  I966  Turkey  Marketing 
Guide  issued  in  early  March. 

Because  of  the  sharp  increase  in  the  early  poult  hatch,  more  than  half 
of  the  total  liveweight  increase  in  turkey  slaughter  this  year  will  occur  be- 
fore fall.    The  prospect  for  declining  turkey  prices  later  this  year  also  may 
encourage  earlier  marketings.    Such  a  development  would  ease  pressures  on 
processing  capacity  and  would  mitigate  the  possible  difficulty  of  schedxiling 
slaughter  this  fall.    Through  March  30  this  year,  5-5  million  turkeys  were 
slaughtered  in  Federally  inspected  plants,  up  0.8  million  from  a  year  earlier. 


PES-2U1 


-  10  - 


APRIL,  1966 


Strong  Turkey  Price  Likely 
Through  Midyear 

U.S.  turkey  prices  averaged  2h.'J  cents  per  pound  in  March  compared  vzith 
2U.I  cents  in  February  and  22.6  cents  in  March  I965.     First  quarter  prices 
averaged  2^.2  cents  per  pound,  2.0  cents  above  January-March  I965.     As  for  most 
other  high-protein  foods,  recent  price  strength  ajypears  to  stem  mainly  from  the 
rapid  growth  in  the  economy  and  from  reduced  pork  supplies.     Highly  processed 
convenience  foods  made  from  turkey  appear  to  have  been  in  an  especially  favor- 
able position  to  benefit  from  rises  in  consumer  incomes.     Other  factors  contri- 
buting to  the  price  strength  include  larger  exports  and  stepped-up  military 
procurement . 

Turkey  prices  are  expected  to  continue  close  to  recent  levels  and  slightly 
above  a  year  earlier  through  midyear  as  demand  remains  strong.     In  the  second 
half,  however,  turkey  prices  are  expected  to  weaken.     Prices  in  the  main  mar- 
keting months  of  September-December  probably  will  average  below  the  22.2  cents- 
per-pound  average  in  tha-t  period  last  year.     Contributing  factors  will  be: 
(1)  The  large  year-to-year  increase  in  poultry  cons\iraption  in  January- August 
which  may  jade  consumer's  appetites  for  poultry  and  weaken  the  demand  for  tur- 
key during  the  main  holiday  season;  and  (2)  by  late  I966  turkey  too  probably 
will  be  facing  stiff er  competition  from  expanded  production  of  broilers,  pork, 
and  eggs  and  continued  large  supplies  of  beef. 

Composition  of  Turkey  Stocks  Reflects 
Trend  Toward  Fur bher  Processing 

Cold  storage  holdings  of  turkey  on  March  1  totaled  155  million  pounds 
compared  with  the  seasonal  peak  of  3^1  million  pounds  last  November  1  and  167 
million  pounds  a  year  earlier.     Stocks  will  reach  the  year's  low  in  early  sum- 
mer.   However,  the  buildup  in  stocks  in  the  second  half  this  year  may  be  more 
rapid  than  in  19^5  because  of  the  big  increase  in  early  marketings.     Peak  hold- 
ings in  late  fall  are  lakely  to  be  record  high. 

Composition  of  cold  storage  holdings  as  of  January  31  is  provided  by  the 
recent  survey  conducted  by  the  Institute  of  American  Poultry  Industries  in  co- 
operation with  the  National  Association  of  Refrigerated  Warehouses,  Inc.  (See 
table  2  on  page  11).     On  this  date,  hens  and  broiler-fryer  turkeys  combined 
made  up  only  16  percent  of  total  holdings  compared  with  I9  percent  in  19^5  and 
25  percent  in  I96U.     For  the  first  time  this  year,  the  survey  obtained  infor- 
mation on  stocks  of  canner-type  turkeys  and  further  processed  items.  Canner- 
type  turkeys  accounted  for  26  percent  of  the  total  poundage  and  further  pro- 
cessed items  accounted  for  1^  percent.     Canner-type  turkeys  are  mostly  toms  of 
heavy  breeds  without  necks  and  giblets .     The  birds  tend  to  be  in  the  inter- 
mediate weight  group,  I8  to  22  pounds,  heavier  than  preferred  by  many  home- 
makers  and  lighter  than  preferred  by  institutions . 

Exports  of  Poultry  and  Eggs 
Increased  in  Recent  Months 


Exports  of  eggs  and  poultry  during  October  1965-February  1966  have  been 
above  a  year  earlier  but  have  been  only  a  small  factor  in  the  higher  prices 
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for  these  commodities.  During  this  period,  the  United  States  exported  the  equiva- 
lent of  10.3  million  dozen  eggs,  compared  with  6.2  million  dozen  a  year  earlier. 
Egg  shipments  to  U,  S.  Territories  also  were  estimated  to  have  increased. 

Broiler  exports,  mostly  in  the  form  of  parts,  in  the  5  months  ended  Febru- 
ary totaled  ^9-3  million  poimds,  up  from  3^.7  million  pounds  a  year  earlier. 
Sales  to  the  Common  Market  during  this  period,  mostly  to  West  Germany,  accounted 
for  30  percent  of  the  total,  slightly  less  than  a  year-earlier.    Shipments  of 
fresh  and  frozen  chicken  to  U,  S.  Territories  during  October-February  rose  to 
26.0  million  pounds,  7.3  million  pounds  above  a  year  earlier. 

Turkey  exports  have  continued  to  expand  rapidly  since  mid-1965.  The 
United  States  sold  ^+3.0  million  pounds  of  turkey  to  foreign  countries  in  the 
second  half  of  I965,  ^2  percent  more  than  in  July-December  196k.     In  January- 
February,  exports  totaled  6.8  million  pounds,  nearf.y  double  the  volume  a  year 
earlier  when  the  maritime  strike  tied  up  U.  S.  ports.  Exports  to  the  Common  Mar- 
ket made  up  86  percent  of  the  total  in  January-February  this  year,  slightly  less 
than  in  that  period  of  I965.    Turkey  exports  in  all  of  I965  were  equivalent  to 
k  percent  of  production.    Further  growth  in  turkey  exports  may  occur  because  of 
relatively  little  competition  from  other  countries  in  the  foreign  market. 

The  bulk  of  U.  S.  poultry  exports  to  the  Ccwmion  Market,  essentially  West 
Germany,  are  broiler  and  turkey  parts  and  whole  turkeys.    Levies  on  parts  ex- 
ported to  West  Germany  are  determined  by  multiplying  the  average  of  the  variable 
levy  for  Type  II  broilers  and  the  variable  levy  for  Type  II  turkeys  by  a  conver- 
sion factor.    Factors  are  as  follows:    Turkey  breasts,  2.00;  other  breasts,  l.UO; 
turkey  drumsticks,  0.75;  thighs  (other  than  turkey  drumsticks),  1.25;  wings, 
0.75;  other  poultry  (backs  and  necks),  O.5O;  and  edible  offal,  O.hG.  These 
factors  and  the  variable  levies  have  remained  the  same  since  June  I965.  There- 
fore, the  total  levies  against  these  parts  also  have  remained  stable  except  for 
backs  and  necks  which  also  bear  the  same  variable  levy  as  Type  II  broilers.  The 
supplemental  levy  against  whole  broilers  have  almost  eliminated  U,  S.  exports  of 
this  product  to  West  Germany.    See  table  3  on  opposite  page  for  detailed  infor- 
mation on  components  of  the  levies  against  U.  S.  poultry  exported  to  West  Germany. 

Corn  Prices  Expected  to  Average 
Lower  Through  Summer;  Outlook 
for  Soybean  Meal  Less  Certain 

Higher  prices  for  soybean  meal  since  last  summer  have  more  than  offset 
lower  corn  prices.     These  2  ingredients  comprise  the  bulk  of  most  poultry  feeds, 
particularly  growing  feeds  for  broilers  and  turkeys.    About  3  to  4  times  as  much 
corn  as  soybean  meal  is  used.    Over  the  next  6  months,  the  price  of  corn  is  ex- 
pected to  continue  averaging  below  the  I965  level. 

Prices  for  soybean  meal,  kk  percent,  Decatur,  have  fluctuated  consider- 
ably since  last  October,  ranging  from  $79  per  ton  in  January  to  $71  in  March. 
For  the  period  as  a  whole,  prices  averaged  $7^  per  ton,  compared  with  $68  a 
year  earlier.     The  March  meal  price  averaged  $3  higher  than  in  March  19^5. 
During  April-September,  a  continuing  stronger  foreign  and  domestic  demand  for 
meal  may  about  offset  larger  supplies  available,  as  soybean  processors  operate 
at  record  rates. 
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Prices  received  by  farmers  for  corn  advanced  more  than  seasonally  from 
98  cents  per  bushel  in  November  to  $1.15  in  February  and  then  declined  in 
March.     In  November -March,  prices  averaged  $1.09  per  bushel,  down  from  $1.13 
a  year  earlier.    Much  larger  stocks  of  "free"  corn  now  on  hand  than  a  year 
earlier  are  expected  to  hold  corn  prices  somewhat  below  a  year  earlier  this 
spring  and  summer. 


STATISTICAL  SUPPLEMENT 


A  revised  statistical  supplement  for  use  with 
the  "Poultry  and  Egg  Situation"  will  be  sent  in  mid- 
May  to  those  on  the  mailing  list.      This  supplement 
is  entitled  "Selected  Statistical  Series  for  Poultry 
and  Eggs  Through  I965",  Statistical  Bulletin  No. 
ERS-232. 

A  special  table,  bringing  the  supplement's 
monthly  statistics  to  date,  will  appear  in  the  June 
issue  and  in  future  issues  of  the  "Situation". 


The  'Poultry  and  Egg  Situation" is  published 
in  February,  April,  June,  September  and  November. 

The  next  issue  is  scheduled  for  release  on 
June  15,  1966. 
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FUTURES  TRADING  IN  FRESH  EGGS 


/ 


by 

Herman  Blue stone 


/ 


On  February  7,  1966,  the  Chicago  Mercantile  Exchange  opened  trading  in 
a  futures  contract  for  fresh  eggs.    The  new  contract  is  in  addition  to  the  Ex- 
change's storage  egg  contract  established  in  1919  and  the  frozen  egg  contract 
initiated  in  1937,  but  active  only  beginning  in  1957.    Among  important  questions 
from  the  standpoint  of  the  egg  industry  is  "Who  will  use  the  contract  and  for 
what  purposes?",  "What  factors  will  affect  its  success?",  "What  are  the  possible 
benefits  and  limitations  of  trading?".    This  article  describes  futures  trading 
in  general  and  discusses  these  questions. 

Selling  or  Buying  for  Future  Delivery 

A  futures  contract,  like  the  regiilar  sale  of  a  commodity,  is  an  agreement 
to  exchange  a  commodity  for  money.    The  delivery  of  the  commodity  and  payment, 
however,  would  take  place  some  time  in  the  future.    For  instance,  a  seller  who 
sells  September  egg  futures  agrees  at  the  time  of  sale  to  deliver  a  certain 
quantity  of  eggs  for  a  specified  amount  of  money  in  September.    The  buyer  of  this 
futures  contract  agrees  to  accept  eggs  in  September  for  the  payment.    The  con- 
tract may  be  fulfilled  by  making  or  taking  delivery  of  eggs,  but  it  usually  is 
settled  by  an  offsetting  transaction.    Thus,  the  buyer  may  fulfill  his  obligation 
by  selling  an  offsetting  contract  prior  to  the  delivery  date.    Similarily,  the 
seller  settles  his  obligations  by  buying  an  offsetting  contract.    Thus,  trading 
in  the  futures  market  makes  possible  the  purchase  and  sale  of  ownership  or 
possession  rights  to  eggs  without  the  need  to  physically  handle  eggs. 

Contract  Specifications  and  Terms 

The  fresh  egg  contract  calls  for  the  delivery  and  acceptance  of  oil- 
treated  large  eggs,  grading  80  percent  A  or  better.    They  must  have  a  net  average 
weight  of  k6  pounds  per  case.    Eggs  are  traded  in  units  of  600  30-dozen  cases 
or  18,000  dozen,  with  a  quantity  tolerance  of  5  percent  permitted.  Delivery 
months  for  current  trading  are  August,  September,  October,  November,  and  December 
1966  and  January  I967.    Eggs  can  be  delivered  at  par  (at  the  price  specified  in 
the  contract)  in  Chicago  from  warehouses  or  refrigerator  cars.    Deliveries  can 
be  made  from  other  Ex change -approved  warehouses  and  U,  S.  Army  approved  plants 
(also  USDA  approved)  at  locations  outside  of  Chicago  at  contract  prices  minus 
specified  freight  allowances.    Eggs  entering  temporary  storage  in  the  month  of 
delivery  must  be  inspected  within  2  business  days.    Eggs  must  be  delivered  within 
1  business  day  after  inspection  (either  from  warehouse  or  plant)  and  no  rede- 
livery is  permitted.    When  delivered  from  plants,  eggs  must  be  kept  at  a 
temperature  of  not  more  than  55  degrees  F.  and  cared  for  properly  in  other  ways. 

Use  of  Futures  by  Egg  Producers 


Futures  trading  allows  people  to  reduce  the  risk  of  adverse  changes  in 
market  egg  prices.    They  can  in  effect  set  the  price  they  will  receive  for  their 
eggs  in  advance  by  selling  egg  futures  contracts  in  the  present. 


PES-2i(-l 


-  16  - 


APRIL  1966 


Here's  a  single  illustration  of  how  trading  can  work:    An  egg  producer 
located  near  Chicago  has  facilities  for  2^,000  layers.     In  April,  he  notices 
that  the  A\igust,  September,  October,  November,  December,  and  January  futures 
prices  are  quoted  at  from  38  to  kO  cents  per  dozen.    He  estimates,  based  on  the 
cost    of  started  pullets  and  other  production  and  marketing  costs,  that  he  can 
produce  and  deliver  eggs  at  least  as  good  as  those  called  for  by  the  futures 
contracts  for  35  cents  per  dozen.    He  expects  to  produce  and  market  about  7,200 
cases  of  eggs  between  August  and  the  following  January.    By  selling  20  futures 
contracts  covering  this  6-month  period  and  by  delivering  his  eggs  in  August-Jan- 
uary in  the  various  futures  maturing  in  the  period,  he  could  'nail-down"  a  pro- 
fit on  his  production  during  this  period  of  about  k  cents  per  dozen.    With  a 
$500  margin  deposit  per  contract,  he  would  have  to  deposit  $10,000  with  his 
broker.     If  futures  prices  rose  sufficiently  during  the  period,  to  deplete  his 
margin  moneys  he  would  be  required  to  advance  additional  funds.     If  the  value  of 
the  contract  decreases,  he  is  allowed  to  withdraw  equity  in  excess  of  his  re- 
quired margin.    The  availability  of  financing  is  of  critical  importance  to  a 
producer  planning  to  use  the  futures  market  for  hedging.    Without  adequate  funds, 
a  producer  might  be  able  to  hedge  only  a  part  of  his  output.    However,  because 
of  the  reduced  risks  involved,  banlcs  may  be  more  willing  to  lend  money  to  a  pro- 
ducer who  has  hedged  his  commodity  than  one  in  similar  circumstances  who  has  not. 
How  the  producer  can  hedge  without  actually  delivering  eggs  against  the  contract 
is  explained  in  the  next  section. 

Another  example  of  a  producer  who  might  take  advantage  of  the  futures  mar- 
ket in  April  is  one  with  layers  that  have  been  in  production  for  about  a  year. 
If  futures  prices  were  high  enough,  he  could  sell  contracts  and  force-molt  his 
layers.    The  layers  would  be  out  of  production  only  6  to  8  weeks  but  would  be 
back  into  full  production  during  the  delivery  months . 

Thus,  operations  in  the  futures  market,  by  encouraging  production  when 
future  price  prospects  are  bright,  and  discouraging  it  when  prospects  are  bleak, 
conceivably  could  help  to  keep  egg  production  in  closer  line  with  demand. 

The  Mechanics  of  Futures  Trading 

Very  few  of  the  Nation's  egg  producers  are  in  a  position  to  deliver  an 
actual  quantity  of  eggs  to  Chicago,  location  of  the  egg  futures  market.    Nor  are 
many  of  the  eggs  produced  of  exactly  the  quality  specified  in  the  futures  con- 
tract.   The  average  producer  who  sells  a  future  contract  will  usually  offset 
his  transaction  with  an  offsetting  purchase  some  time  before  his  delivery  date. 
The  success  of  such  an  operation  depends  on  parallel  price  movements  in  the  cash 
and  futures  markets.    How  hedging  works  under  assumed  ideal  conditions  is  shown 
in  the  example  that  follows . 

Example  of  Perfect  Hedge  for  Seller 

:           Cash           :  Futures 
Item  or  operation                                     ,    ,                         ,  , 
 I  market  ;  market  

:  Cents  Cents 

Cost  of  producing  a  dozen  eggs  in  August-  : 

January  (including  marketing  costs)   :  35*0 

Sell  August -January  futures  in  April  I966  . . . ;  39-1 

Sell  eggs  in  August -January   :  30. 0 

Buy  futures  in  August -January   :  3^-0  

Gain  or  loss*   :  -5 -0  +5  

*The  net  gain  of  0.1  cent  per  dozen  does  not  allow  for  commission  costs  and 
interest  charges  on  margin. 
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With  a  production  and  marketing  cost  of  35  cents  per  dozen,  an  egg  pro- 
ducer may  decide  to  sell  futiires  in  uniform  amounts  maturing  in  the  August- 
Januai-y  period  at  an  average  price  of  39»1  cents  per  dozen.    The  cost  to  the 
producer  includes  the  cost  of  cases  and  candling,  grade-out  loss,  and  other 
costs  attendant  with  marketing  which  may  amount  to  around  5  to  6  cents  per 
dozen.    During  August -January,  he  sells  his  eggs  on  the  cash  market  for  an  aver- 
age of  30.0  cents  per  dozen  or  -5.0  cents  per  dozen  below  his  total  cost. 
However,  each  month  prior  to  the  delivery  date,  he  buys  offsetting  futures  con- 
tracts for  an  average  of  3^.0  cents  a  dozen,  closing  out  his  obligationsin  the 
futures  market  and  realizing  a  profit  of  5.1  cents  a  dozen  in  that  market.  The 
loss  in  the  cash  market  is  thus  offset  by  the  gain  in  the  futures  market. 

If  egg  prices  had  risen  above  the  price  "guaranteed"  by  the  futures  con- 
tracts between  April  and  August- January,  producers  would  have  been  better  off 
not  to  have  hedged  but  they  would  be  speculating  on  the  course  of  prices.  Gains 
in  the  cash  market  would  have  been  offset  by  losses  in  the  futures  market.  Thus, 
while  hedging  sales  protects  against  a  decline  in  prices,  it  also  precludes  any 
gain  from  rising  prices  in  the  cash  market. 

The  Futures  Market 

Futures  contracts  are  traded  on  an  organized  market  such  as  the  Chicago 
Mercantile  Exchange.    The  exchange  establishes  uniform  contracts  and  delivery 
tenns.    The  transactions  are  recorded  by  the  Exchange  and  customers  are  notified 
of  the  transaction  by  their  brokers. 

When  a  person  buys  or  sells  eggs  in  the  futures  market,  his  broker  re- 
quires him  to  post  security.    This  sum  of  money  is  called  margin.    The  initial 
minimum  margin  deposit  required  by  the  Chicago  Mercantile  Exchange  for  a  fresh 
egg  contract  is  $500,  although  individual  brokerage  houses  may  require  a  greater 
deposit. 

The  minimum  price  fluctuation  is  one  twentieth  of  a  cent  per  dozen  (5 
points)  or  $9-00  per  contract  of  l8,000  dozen.    The  maximum  daily  price  range 
is  h  cents  or  UOO  points  per  dozen  of  which  200  points  may  be  above  or  200 
points  below  the  previous  day's  concluding  settling  price. 

Brokers  receive  a  commission  on  each  contract  brought  or  sold.    The  com- 
mission charged  on  fresh  egg  futures  is  $36  per  contract  for  a  "round-turn" 
transaction.    A  "round-turn"  transaction  occurs  when  the  sale  of  a  contract  is 
offset  by  a  purchase  of  a  contract  or  vice  versa  or  when  fresh  eggs  are  delivered 
or  accepted. 

Limitations  of  Futures  Trading 

In  the  first  theoretical  example,  the  producer's  average  egg  price  in  the 
cash  market  was  assumed  to  have  paralleled  corresponding  price  movements  in  the 
futures  market.    The  difference  between  the  futures  price  and  the  producer's 
cash  price  in  this  case  did  not  change.    The  relationship  between  the  producer's 
cash  price  for  the  eggs  he  has  hedged  and  the  futures  price,  however,  can  and 
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does  change.    To  the  extent  that  the  cash  price  rises  in  relation  to  the  futures 
prices,  the  producer  enjoys  a  windfall  gain.    To  the  extent  that  there  is  a  rel- 
ative decrease  in  cash  prices,  he  incurs  a  loss.     In  other  words,  by  hedging, 
the  producer  risks  only  adverse  changes  in  the  relationship  between  his  cash 
price  and  the  futures  price  which  is  usually  much  smaller  than  the  corresponding 
adverse  change  in  the  cash  price  level. 

Futures  trading  does  not  offer  perfect  protection  against  adverse  price 
movements  for  a  number  of  reasons: 

(a)  Only  a  part  of  the  eggs  produced  by  the  farmer  is  exactly  the  same 
as  the  deliverable  commodity.     For  instance,  a  large  proportion  of  his  eggs  may 
be  of  higher  quality  than  that  specified  by  the  futures  contract.     In  addition, 
producers  also  have  smaller  and  larger  eggs  to  sell  than  called  for  by  the  con- 
tract.    Price  relationships  between  grades  and  sizes  of  eggs  vary  in  the  cash 
market.    And  the  futures  market,  with  its  one  basic  size  and  grade,  cannot 
perfectly  reflect  these  changes. 

(b)  The  eggs  being  hedged,  even  if  of  the  size  and  quality  called  for  in 
the  contract,  may  be  produced  at  a  considerable  distance  from  Chicago.    To  the 
extent  that  the  price  movement  of  these  eggs  differs  from  the  price  movement  of 
eggs  in  Chicago  because  of  individual  market  factors,  the  relationship  between 
the  cash  price  in  the  market  and  the  futures  prices  will  change.    The  market 
for  eggs  in  the  United  States  is  a  national  market  in  the  sense  that  egg  prices 
in  egg-deficit  areas  tend  to  be  higher  than  egg  prices  in  areas  of  surplus  pro- 
duction by  the  cost  of  transportation  from  the  surplus  areas.    However,  price 
differentials  among  markets — especially  between  those  east  and  west  of  the 
Rocky  Mountains — do  vary  somewhat  over  periods  as  long  as  a  month  or  more.  And, 
even  wider  differences  occur  over  shorter  periods  of  time.    A  large  change  in 
the  price  differential  occurred  between  Chicago  and  Los  Angeles  in  I962  when 
the  Pacific  Coast  switched  from  a  deficit  to  a  surplus  position  in  egg  produc- 
tion.    Fig.  1  on  page  19  shows  how  the  price  relationships  for  large  eggs 
between  Chicago  and  New  York  and  between  Chicago  and  Los  Angeles  have  changed 
in  the  past  h  years. 

Fig.  2  on  page  20  shows  the  movement  of  cash  prices  and  the  price  of  the 
nearest  fresh  egg  futures  contract  in  Chicago  in  the  first  2  months  of  trading. 
Cash  prices  have  been  much  above  the  futures  prices  in  recent  weeks  but  later 
this  spring  as  egg  production  continues  seasonally  high,  cash  prices  are  likely 
to  drop  below  futures  prices.     During  the  month  of  delivery,  however,  the  cash 
commodity  and  futures  contract  probably  would  interchange  closely  and  cash  and 
futures  prices  would  tend  to  be  the  same.    The  2  series  of  quotations  shown  in 
fig.  2  may  not  coincide  exactly,  however,  because  of  real  or  expected  differ- 
ences in  quality  of  the  2  commodities  and  the  uncertainty  and  inconvenience  in- 
volved in  futures  trading. 

The  Other  Side  of  the  Market 

Who  buys  the  futures  contract  that  the  egg  producer  sells  when  he  hedges? 
Conceivably,  it  could  be  a  distributor  who  has  contracted  to  delivery  fresh  eggs 
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Figure  1 
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at  a  fixed  price  in  August -January  and  "wants  to  hedge  his  purchases  as  is 
illustrated  in  the  table  below. 

Example  of  Perfect  Hedge  for  Buyer 


Item  or  operation  ]    Cash  market    *  Futures  market 

i         Cents  Cents 

• 

Procurement  price  which  insures  a  good  : 

profit   :  36.0 

B\xy  August -January  futures  in  April  :  33*0 

Bxay  eggs  in  August -January  :  ^0.9 

Sell  futures  in  August -January  :  3Q»Q  

• 

Gain  or  loss^   ;  -^.9  +3.0  

*rhe  net  gain  of  0,1  cent  per  dozen  does  not  allow  for  commission  costs  and 
interest  charges. 

For  instance,  at  the  fixed  price  the  distributor  figures  he  can  make  a  good 
profit  if  he  can  obtain  eggs  for  delivery  at  an  average  price  of  36  cents  per 
dozen  in  August -January.    From  analysis  or  experience,  he  concludes  that  in  the 
delivery  months  the  eggs  he  needs  will  sell  for  about  3  cents  per  dozen  above 
the  futures  price  for  that  month.    Therefore,  in  April,  he  buys  futures  con- 
tracts maturing  in  the  August -January  period  for  an  average  of  33*0  cents  per 
dozen.    As  these  purchased  contracts  approach  maturity  during  August -January, 
he  sells  offsetting  contracts  at  an  average  price  of  38*0  cents  per  dozen. 
During  this  same  period,  he  purchases  eggs  in  the  cash  market  for  an  average  of 
kl,l  cents  per  dozen.    He  loses  U.9  cents  per  dozen  in  the  cash  market  but  gains 
an  offsetting  5*0  cents  per  dozen  in  the  futures  market.    A  critical  factor  in 
the  success  of  the  operation,  as  previously  explained  in  the  example  of  the 
seller  hedge,  is  the  spread  actually  realized  between  cash  and  futures  prices. 

In  practice,  however,  most  of  the  futures  contracts  will  be  purchases  by 
speculators.    For  instance,  if  a  person  in  April  believes  the  September 
futures  price  is  lower  than  probable  cash  prices  for  September,  he  might  buy 
September  futures  and  expect  to  sell  them  later  at  a  higher  price.    The  specu- 
lator also  can  be  on  the  same  side  of  the  market  as  the  producer.    In  fact,  the 
participation  of  speculators  is  essential  if  the  market  is  to  function  effec- 
tively.   If  the  speciilator  feels  that  the  futures  price  is  too  high  compared 
with  the  probable  fall  cash  market,  he  will  sell  futures,  intending  to  buy  them 
back  later  at  a  lower  price.    Speculators  can  come  from  the  egg  industry  and 
allied  industries  or  from  the  public  at  large.    Hedging  is  a  means  of  reducing 
price  risks;  speculation  is  a  means  of  assuming  them  for  possible  profit. 
Experience  has  demonstrated  that  a  futures  market  will  not  succeed  unless  there 
is  active  participation  by  both  hedgers  and  speculators. 
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Hedgers  and  Speculators 

The  interests  of  hedgers  and  spec"ula,tors  are  somewhat  different.  Specu- 
lation thrives  on  uncertainity — on  marked  differences  of  opinion  as  to  what 
egg  prices  in  the  future  will  be.    There  has  to  be  a  possibility  of  gain  by 
the  speculator  thinking  he  knows  the  future  better  than  the  market.  Specula- 
tive interest  is  strong  when  there  is  frequently  a  chance  to  make  a  moderate 
gain,  often  a  chance  for  a  large  gain,  and  sometimes  a  chance  for  a  huge  profit. 
Thus,  speculators  like  contract  terms  that  encourage  wide  swings  in  the  futures 
prices.    For  instance,  speculators  prefer  the  deliverable  commodity  to  be 
narrowly  defined.    This  tends  to  restrict  the  supply  of  the  deliverable  com- 
modity and  increases  the  likelihood  of  large  price  rises  in  response  to  sudden 
decreases  in  the  supply  which  is  deliverable.    Speculators  in  the  futures 
market  may  be  thought  of  as  persons  who  are  willing  to  back  up  their  judgements 
of  the  prospective  price  situation  with  money.    However,  speculators  sometimes 
are  able  to  influence  price  levels,  particularily  of  futures  contracts,  by 
their  operations  in  the  market. 

On  the  other  hand,  hedgers,  including  producers,  at  least  those  with 
limited  financial  reserves,  are  interested  in  fairly  stable  egg  prices.  Hedgers 
would  like  to  have  the  deliverable  commodity  rather  broadly  defined,  with  only 
small  penalties  or  costs  for  not  exactly  meeting  specifications  and  large  pre- 
miums for  exceeding  specifications.    Such  an  arrangement  would  also  be  favored 
by  dealers  and  producers  seeking  to  hedge  a  large  proportion  of  their  total 
volume.    However,  if  it  is  to  be  successful  in  attracting  v^ide  participation, 
a  futures  contract  must  strike  a  balance  between  the  interests  of  hedgers  and 
speculators.    Thus,  the  establishment  of  practical  contract  terms  and  conditions 
necessarily  involve  compromises. 
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Table    9. — Changes  from  the  preceding  year  in  selected  broiler 
industry  statistics,  I96O  to  date  1/ 


Year 

:  Jan. 

:  Feb. 

Mar.  : 

Apr. 

:  May  : 

June  : 

July  : 

Aug.  : 

Sept. 

:  Oct.  : 

Nov. 

■ 

Dec. 

:  Pet. 

Pet. 

Pet 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pullet  chicks  placed  for  broiler  hatchery  supply 

flocks 

7-1^^ 

months 

earlier  2/ 

i960 

:  -1 

-5 

-9 

-lU 

-17 

-20 

-23 

-2U 

-2i4 

-22 

-18 

-11 

1961 

-6 

-2 

2 

7 

13 

18 

21 

22 

23 

25 

2i4 

18 

1962 

13 

11 

9 

7 

2 

-3 

-6 

-6 

-6 

-7 

-9 

-11 

1963 

-12 

-11 

-10 

-8 

-6 

-3 

-1 

2 

7 

8 

9 

8 

196'i 

0 

7 

6 

7 

8 

9 

8 

5 

3 

1 

-2 

-5 

1965 

-6 

-5 

-5 

-6 

-7 

-6 

-3 

2 

U 

5 

7 

10 

1966 

12 

11 

10 

9 

9 

10 

10 

10 

Broiler  chick  placements  in  22  or 

23  States 

advanced 

2 

months  to 

expected  mai-keting  month 

i960 

-5 

-2 

0 

1 

-1 

2 

7 

D.O 

7 

7 

10 

13 

1961 

13 

10 

11 

13 

20 

19 

16 

10 

10 

10 

6 

2 

1962 

0 

3 

2 

2 

-1 

0 

-2 

-1 

-1 

3 

12 

19 

1963 

18 

10 

U 

-1 

0 

2 

6 

7 

5 

2 

0 

1 

196  i+ 

U 

6 

6 

5 

3 

1 

-1 

1 

U 

5 

5 

1965 

2 

3 

5 

6 

7 

7 

9 

11 

12 

13 

13 

lU 

1966 

13 

lit 

12 

10 

Broiler  prices 

received  by  U. 

S.  producers 

i960 

7 

U 

6 

8 

10 

11 

9 

6 

5 

5 

0 

-3 

1961 

-5 

-h 

-7 

-IJ4 

-20 

-26 

-27 

-26 

-2h 

-2i| 

-16 

-8 

1962  : 

-3 

-3 

-3 

-1 

1, 

11 

18 

27 

29 

26 

12 

0 

1963 

-7 

-6 

-2 

2 

3 

1 

-3 

-8 

-9 

-6 

-3 

-3 

196H 

-7 

-7 

-10 

-9 

-7 

-3 

0 

3 

3 

2 

1 

1 

1965 

3 

5 

8 

10 

11 

10 

7 

i+ 

2 

1 

3 

7 

1900 

9 

11 

Prices  paid  to 

commercial  hatcheries  for  broiler-tjrpe 

chicks  3/ 

i960 

-6 

-3 

7 

19 

28 

26 

25 

28 

31 

28 

23 

20 

1961 

18 

19 

13 

0 

-15 

-21 

-23 

-27 

-31 

-31 

-29 

-26 

1962 

-22 

-20 

-19 

-16 

-11 

-5 

li 

15 

23 

25 

20 

15 

1963 

11 

10 

12 

lu 

13 

6 

0 

-6 

-8 

-8 

-8 

-9 

196^4 

-11 

-13 

-lU 

-13 

-10 

-5 

-l^ 

-3 

-1+ 

-h 

-1 

it 

1965 

10 

15 

18 

21 

19 

16 

11 

6 

0 

-3 

-5 

-3 

1966 

-1 

0 

Prices  paid  to  Georgia  producers 

for  hatching  eggs 

i960 

7 

13 

22 

37 

i^3 

39 

36 

39 

3^ 

26 

20 

1961 

18 

21 

16 

1 

-15 

-22 

-2I+ 

-29 

-33 

-33 

-30 

-26 

1962 

-22 

-22 

-2h 

-22 

-1I+ 

-3 

9 

2U 

33 

3i+ 

28 

23 

1963 

21 

2U 

31 

35 

29 

15 

5 

-1 

-1 

-1 

-3 

-8 

196^ 

-1^ 

-18 

-18 

-17 

-13 

-8 

-12 

-11 

-11 

-U 

-1 

U 

1965 

9 

13 

15 

16 

lU 

10 

6 

2 

-2 

-3 

-3 

-1 

1966 

0 

0 

1/  Fluctuations  in  monthly  data  reduced  by  the  use  of  3-inonth  moving  ave  -ages. 

2/  Total  January  I96O  through  March  196O  and  domestic  thereafter. 

^/  U.  S.  average  prices  I96O  through  November  I96U  and  Georgia  price  the  jafter. 
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Table  11.— Turkey  hatchery  operations,  United  States  and  important 
reporting  States,  by  months,  1965  to  date 


Month 

[                                                United  States 

10  states  reporting  veekly  1/ 

]              Poults  hatched  during  the  month 

Eggs  in  incubators 
first  day  of  month, 
percentage  change 
from  year  ago 

Hatch  2/ 

Egg  setting  advanced 
1*  weeks  2/ 

.  Percentage 
1966        ;  change  I965 
'.      to  1966 

Reported 

Percentage 
from  year 

change 
ago 

1966 

:  Percentage 
:  change  I965 
:      to  1966 

1965 

!  1966 

1965  1 

1966 

1965 

;  1966 

 Thou 

— ^ 

Thou^ 

Pet . 

Pet . 

Pet. 

Pet. 

Thou, 

Pet. 

Thou. 

Pet. 

Heavy-white  breeds 

J  snusry 

1 , 907 

3,609 

oil 

09 

-4 

87 

2,703 

82 

",155 

75 

Feb  xn&  ry 

7.  Q7Q 

27 

58 

18 

63 

i*,52li 

51* 

7,183 

50 

March 

8  ^12 

26 

10 

30 

3/7,368 

ll*,789 

39 

April 

26 

12 

5/10,383 

6/36 

May 

10  326 

29 

20 

June 

8  168 

J.O 

10 

July 

k  826 

in 

31* 

August 

52 

S€pt6nibsr 

Qi  0 

(O 

77 

Oc tobsr 

6hk 

2d 

25 

No  verob  e  r 

1 ,008 

00 

1*1 

De  c  emh  e  r 

1  ,DDO 

55 

1*6 

Other  heavy  breeds 

January 

1,284 

1,150 

-10 

-10 

-32 

1+2 

562 

24 

929 

16 

February 

3  822 

k  0^*6 

-12 

6 

-12 

10 

2,1*56 

-J* 

3,781 

-6 

March 

yyOfV 

-9 

-13 

-17 

3/5,31*9 

10,362 

-20 

April 

10,902 

-12 

-12 

5/7,238 

6/ -19 

May 

l(j,yo 

—0 

-10 

June 

f  >7?1 

-1 

-1 

July 

U 

8 

August 

23 

18 

Sep  t  enib  e  r 

68 

-ou 

-36 

October 

180 

-0 

-17 

Noveinb  e  r 

2^ 

—2 

5 

December 

501 

50 

Ui» 

Total  -  all  heavy  breeds 

January  * 

3)191 

'*,759 

-2 

10 

-16 

72 

265 

7 

p  ,  UOH 

5 

Kebruai^ 

7  801 

i» 

33 

1 

37 

6,980 

27 

10,961* 

24 

March 

18  282 

i» 

-U 

5 

3/12,717 

V9 

25  151 

D 

April  • 

20  8^8 

3 

-3 

5 /17  621 

6/6 

May 

21  2U9 

7 

2 

June 

0 

it 

July 

8  167 

27 

22 

August 

2  4o8 

September 

980 

w* 

1*9 

October  i 

17 

lU 

November 

1  25U 

30 

JDec  ember 

U6 

Light  breeds 

J  ajiuaxy 

779 

1,106 

11 

42 

1» 

1*9 

857 

1,210 

1*3 

February 

f  ox 

818 

-3 

5 

-U 

16 

61*6 

7 

996 

1, 

March 

1,098 

7 

-3 

-1* 

V-ll 

1  1*88 

-10 

April  ; 

1 J-5J-0 

2 

-16 

^/l , 069 

b/-i 

May 

1  651 

— H 

-11 

June  : 

1,703 

-10 

July 

7 

0 

August 

1  I6U 

-8 

-1 

September 

f  jO 

5 

2 

October 

880 

30 

21 

November 

744 

on 

15 

De  c  emb  e  r 

886 

1,0 

2lt 

Total 

-  all  breeds 

0 anuary 

3,970 

5,865 

1 

lift 

-12 

67 

k,122 

6,302 

1*5 

February 

8,582 

11,163 

u 

30 

1 

35 

7,626 

25 

11,960 

23 

March 

19,380 

-1* 

5 

3/13,1*1*2 

26,639 

5 

April  ■ 

22,166 

3 

-3 

5/18,690 

6/6 

May 

22,900 

5 

1 

June 

17,822 

6 

3 

July 

10,013 

23 

18 

August 

3,572 

22 

26 

September 

1,718 

2lt 

25 

October 

l,70i* 

2li 

17 

November 

1,998 

39 

21* 

December 

3,053 

50 

39 

1/  The  10  States  include  California,  Oregon,  Minnesota,  Wisconsin,  Iowa,  Missouri,  Ohio,  Texas,  Virginia  and  South  Carolina.    2/  Sum 
of  weeks  with  1*  or  more  days  in  the  month  in  I965  and  comparable  weeks  in  I96I*.    3/'  Data  for  first  1*  weeks  of  the  month,    hj  Change 
based  on  l*-week  totals.  Data  for  first  3  weeks  of  month.    6/  Change  based  on  3-week  totals. 
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